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FINNISH KEY ECONOMIC INDICATORS 


Values in US$ millions unless otherwise indicated. Exchange rate, $1.00: 
« = FIM 3 = = 
1986 1987 (1) $ 1988 (e) % 
Change (2) Change (e) 


INCOME, PRODUCTION §& EMPLOYMENT 
GDP* (current prices) d 102,170 
GDP* (constant prices) 89,460 
Per capita GDP* (dollars) 17,783 20,640 
Industrial fixed investment 

(manufacturing industry) 3,480(p) 1 4,110 
Private disposable income 38,509 48,440 55,670 
Industrial production(1980=100) 117.2 112.2 125.3 
Avg. industrial wage 

(hrly. rate for males, $) 7.20 8.88(p) 10.30 
Labor force (000's) 2,569 2,554 2,552 
Avg. unemployment rate, percent 5.4 5.1 5.2 


MONEY AND PRICES 

Money supply 35,321 55,250 
Base rate, Bank of Finland 7.0 7.0 78 
Wholesale prices (1980=100) 135.7 137.6 139.8 
Consumer prices (1985=100) 102.9 107.1 112.5 
Retail sales (1980=100) 116.0 123.0 126.0 


BALANCE OF PAYMENTS AND TRADE 
Gold and foreign exchange 
reserves, Bank of Finland 6,495 
‘External central govt. debt 6,512 
External debt service ratio 
(total external debt) (3) 13.8 
Bal. of pymts., current acct. -2,089 
Balance of trade c 572 
Exports, £.0.b. 19,372(4) 3.3 
U.S. share, percent 5.2 
Imports, c.i.f. 18,800(4) 6.7 
U.S. share, percent 5.2 


* Gross domestic product 
estimate; p = preliminary 
Exchange rate changes have distorted some growth trends. 
Percentage changes based on FIM values. 
Debt service charges on net deht as percent of current account earnings. 
Import and export figures for 1987 are those used by Bank of Finland. 


n. imports from the United States, Jan.-Dec. 1987 ($ millions): 
Machinery & equip., 454 (of which office machinery & ADP equipment, 226); 
chemicals & related products, 133; precision instruments (measuring & 
controlling equipment , medicinal & optical instruments, etc.), 63; 
aircraft & parts, 57; foods, 44; road vehicles & parts, 29; soybeans, 27. 





SUMMARY 


Finland’s vigorous economy shook off 1986’s sub-par 2.4 percent 
growth rate with a robust 3.6 percent expansion in gross domestic 
product (GDP) in 1987. This year’s growth is projected to stay 
high, reaching perhaps 3.5 percent, well above the anticipated 
average of the Organization for Economic Cooperation and 
Development (OECD). The 1989 outlook is for a bare 1.5 percent, 
reflecting expectations of slowing in the international economy. 


The economic outlook is generally bright, but with mixed trends. 
Industrial output is expanding at a slower pace, boosted mainly 
by exports of forest and metal engineering products. Both real 
income and private consumption are growing, but should slow in 
the medium term. The main challenges to continued good economic 
performance come from a sharply weakening external balance, 
resurgent inflation, and a leveling of fixed investments. Strong 
private consumption and higher disposable income, combined with 
heavy foreign borrowing by industry (taking advantage of 
liberalized capital controls and low interest rates) to yield a 
deepening current account deficit, which went from 4.5 billion 
Finnmarks (FIM) in 1986 to FIM 9.2 billion in 1987 (from 

$886 million to $2.1 billion), equivalent to 2.4 percent of GDP. 
Capital inflows caused the Finnmark to appreciate considerably. 
Expectations of continued high domestic consumption will 
contribute to further deepening in the payments deficit to an 
estimated FIM 13-14 billion ($3.2-3.4 billion) in 1989. 


Due to recent labor settlements and agricultural income 
agreements, inflation is likely to rise, after falling to the 
OECD average for the first time in years. It is expected to 
accelerate to the 5-6 percent range by year’s end, well above the 
OECD average, which with the strong Finnmark signals 
deterioration in Finland’s external competitiveness. Fiscal 
policy has ostensibly been tightened to constrain the consumption 
boom and hold down inflationary pressures, but so far has mainly 
acted to sterilize the effects of capital inflows on domestic 
money supply. That policy has sought both to dampen buoyant 
domestic economic activity through a variety of specific taxes 
and to reduce unemployment. Overall employment statistics are 
unlikely to change in the coming year due to continuing 
industrial rationalization and structural imbalances in economic 
activity among Finland’s regional areas. 


With poor prospects for exports to the Soviet Union, Finland’s 
achieving 3.5 percent growth this year rides on the strength of 
demand in West European markets. Policymakers will watch 
carefully for signs of deterioration in external competitive- 
ness and of generalized slowdown in European economic growth. 





CURRENT ECONOMIC SITUATION AND TRENDS 


Economic Growth: After averaging 3 percent during most of this 
decade, Finland’s GDP growth slipped in 1986 to a 2.4 percent 
increase. Unexpectedly strong private consumption, industrial 
investment, and improved export performance resulted in 

3.6 percent growth in GDP in 1987, despite a massive crop 
failure which cost the economy 0.4 percentage points in output 
expansion. Thanks in part to expectations of a return to 
normal agricultural production, and despite signs of weakening 
in the international economy, the Ministry of Finance 
anticipates growth this year to replicate last year’s strong 
performance. The rate of growth of aggregate output should 
continue at 1987 levels throughout the first half of 1988, with 
some slackening towards year’s end. Should OECD economic 
expansion slow significantly, this will reduce Finnish exports 
to the West during a period of contracting deliveries to the 
Soviet Union. Under a worse case scenario, Finland’s real 
growth could decline to 1.5 percent in 1989. 


Traditionally the country’s bellwether of economic health, the 
forest industry anticipates continued strong export markets, 
despite the weak dollar which favors North American 
competitors. Capacity utilization is expected to remain high 
at least to year’s end, and export prices have actually 
strengthened. A key variable is the possibility of weakening 
demand in the United States and increased competition from 
Canadian producers in third markets, which will erode domestic 
earnings and profitability. Growing production capacity of 
North American producers threatens Finland’s market share in 
forestry products in Europe in 1989. For the present, the 
industry’s order stock is high, inventories are low, and 
capacity utilization is at 93-94 percent. On the whole, pulp 
and paper output is estimated to show a gain of 4 percent in 
volume this year, about one-half of last year’s increase. 
Sawmill output, which has lagged in recent years, should rise 
by about 3 percent in volume as demand for high-grade lumber 
picks up. Deliveries of pre-fab wooden houses will decrease in 
response to lower deliveries to the Soviet Union. 


The outlook for the basic metal, metal manufacturing and 
engineering industries is good for 1988 as their order stock is 
above average and finished goods inventory low. Due to price 
increases in metals last year, 1988 profitability in the sector 
will improve as output increases some 2 percent by volume. 
Bucking the overall trend in trade with the Soviet Union, 
production will benefit from substantial increases in 
deliveries to the USSR, while domestic demand and Western 
exports show somewhat lower gains than last year. Due to high 





order stock, the papermaking machinery industry will operate at 
full capacity through 1989 and beyond. Finnish shipyards have 
orders on hand for 663,000 gross registered tons (GRT), compared 
with only 307,000 GRT last year--one of the highest levels in 
Western Europe. Total output in the metal manufacturing and 
engineering sector is estimated to increase by 4 percent in real 
terms in 1988, somewhat less than in 1987. Again, weakening 
demand in both Soviet and OECD markets leads the sector to be 
concerned over recession prospects in 1989. 


Production by other manufacturing industries is projected to 
rise by 1 percent in volume. Chemical industry outlook is 
satisfactory while the outlook for the construction materials 
industry is gloomy. Production in foodstuffs industry will 
remain unchanged, and contract further in the textiles and 
footwear industries. Overall, total industrial output in 1988 
should rise by about 2.5 percent in volume, compared with 

4 percent in 1987. 


Fiscal Policy: Finland’s first conservative/social democratic 
coalition government has taken advantage of favorable economic 
conditions to implement a far-reaching program of structural 
adjustment and reforms in labor markets and the tax system. It 
is also trimming fiscal policy to afford the government leeway 
for fiscal stimulus should an economic downturn occur. Under 
the cachet of “controlled structural change," the so-called 
blue-red government, sworn in a year ago, set forth as its 


economic objectives the reduction of unemployment and inflation, 
to be accomplished through maintenance of a strong Finnmark and 
support for industrial restructuring. 


The first of a series of controversial parliamentary bills was 
submitted in March 1987. One on work-rule reforms seeks to 
increase corporate responsibility for lay-offs by extending the 
period for notices of dismissals, providing for retraining and 
obligatory management-labor negotiations prior to takeovers and 
mergers. Industry attacked the bill, which was declared as 
improving job security, as actually increasing the rigidity of 
the Finnish labor market and retarding the process of structural 
adjustment. 


An effort at a comprehensive reform of Finland’s complex tax 
structure was broken down into component elements to facilitate 
parliamentary passage, with the objective of having the overhaul 
in place prior to negotiations over the 1989 budget. The stated 
objectives of the process is to eliminate distortions in savings 
and investments, balancing marginal tax reductions with removal 
of a myriad of personal and corporate deductions, the result 
being a revenue-neutral package. 





Against the domestic maneuverings of industry and politicians, 
the government decided to tighten fiscal policy, which last 
year boosted GDP output by 1 percent, enacting a central budget 
which, it is hoped, will retard GDP growth by half a percent. 
The budget deficit (net financing requirement) is estimated at 
FIM 5.5 billion ($1.3 billion) in 1988, equivalent to 

1.5 percent of GDP and 0.5 percentage points lower than the 
year before. However, the combined effect of local government 
and social security operations neutralizes the impact of slower 
central government spending on the economy and may not have the 
desired restraining effect on economic activity. 


With this in mind, the government implemented a number of 
fiscal measures designed to retard business activity in the 
booming Helsinki metropolitan area, including the collection of 
counter-cyclical deposits from companies during April 1, 
1988-March 31, 1989, the imposition of a building tax of 

40 percent, an increase in a variety of "sin" taxes. The 
government’s debt at the end of 1987 totaled FIM 58.5 billion 
($13.3 billion), a low 15 percent of GDP. This year the debt’s 
GDP share is projected to rise to 15.5 percent. 


With spring 1987 wage and agricultural income settlements which 
went beyond government expectations, some observers anticipate 
additional fiscal measures aimed at dampening private 
consumption by absorbing excess liquidity and postponing 
reductions in marginal tax rates. 


Monetary Policy: The central monetary authority (the Bank of 
Finland) has so far limited its activity to sterilizing the 
large influx of foreign capital which has accompanied the 
lifting of capital import restrictions on borrowings by 
domestic corporations. The Bank has stated its concern over 
renewed inflationary pressures, but has had its operational 
options limited by the capital inflows, which have strengthened 
the Finnmark, which in turn has had a restraining impact on 
price increases. To date, the Bank has limited itself to 
absorbing domestic liquidity through regular increases in 
commercial banks cash reserve requirements and open market 
operations. Consequently, the Bank of Finland’s convertible 
currency reserves reached the FIM 30 billion ($7.5 billion) 
mark at the end of the first quarter of 1988, while the 
Finnmark neared the bottom of its band of permissible 
movement. The Bank must now operate to prevent having to 
officially revalue the Finnmark by shifting the band, which 
would have negative repercussions for export performance. 





Part of the strength of the Finnmark has been due to a high 
domestic interest rate compared with Euro-money rates. The 
Bank of Finland has had to keep Finnish rates relatively high 
to hold down inflationary expectations. After some slip in 
January-February, short-term market rates turned upwards and 
are not expected to trend downwards. Despite the high cost of 
money, the demand for credit continued strong throughout 1987 
and into 1988. The domestic financial markets were deepened 
with the introduction of 3- and 5-year rates, intended to serve 
as reference rates for housing mortgages. 


Investment: After a drop in volume of 0.5 percent in 1986, 
total fixed investments rose 4.5 percent in 1987, attributable 
to heavy outlays in plant and equipment, especially by 
State-controlled companies. The projection for 1988 is for 
somewhat lower, but still strong, investment in the 3 percent 
range with growtn decelerating by year’s end. Manufacturing 
investments are predicted to show a gain of 5 percent by 
volume, with the forest industries being the most active in 
upgrading and expanding production facilities. Chemical 
industry outlays will also increase while the metal industries’ 
declining trend will come to an end. This year’s industrial 
investments will be concentrated in privately owned 
corporations, unlike last year. Housing output may rise though 
the need for new dwelling is declining. Public investments 
last year rose by about 4 percent in volume due mainly to 
central government outlays. This year local public investments 
will recover while those of the central government contract-- 
growth in total public investments will be about 1.5 percent. 


Research, development, and marketing expenditures in 1987 
outpaced investment in fixed assets, a trend which should 
continue this year. Finnish authorities would like to see R&D 
outlays reach 1.6 percent of GDP, which would be close to the 
OECD average. Most of this spending is by private corporations. 


Domestic Consumption: Private consumption, the main engine of 
economic growth during the past few years, rose last year by 

5 percent by volume, a new high for this decade. The strong 
propensity to consume should continue during 1988, which is 
worrisome to the government. However, a slower pace of growth 
in nominal earnings, higher inflation, tightening taxation and 
consumer credit should act to pull consumer spending down to 
slightly over 3 percent in 1988. Again, signs of slower 
spending are expected to be more pronounced in the second 
half. Public consumption will increase by some 3 percent this 
year, a half a percentage point lower than in 1987. 





Inflation: Finnish inflation bottomed out in 1987 at 

3.7 percent and will increase during 1988. Although inflation 
abroad accelerated last year, its impact locally was mitigated 
by an offsetting Finnmark appreciation, with the increase in 
the consumer price index (CPI) attributable to domestic 
pressure. Continued gains in productivity in the manufacturing 
sector balanced nominal wage increases, with external 
competitiveness, as measured by labor costs per unit of output, 
remaining unchanged As the CPI increase exceeded the mark set 
in 1987 labor contracts, indexing was activated to compensate 
wage earners for that portion over 3.4 percent, effective 
March 1 this year. 


Inflation, as measured by the CPI, will be affected by fiscal 
measures, higher import prices, automatic wage increases from 
prior year contracts and the average 3.5 percent pay raises 
negotiated in March 1988. Consequently, annualized CPI growth 
may reach the 5-6 percent range by year’s end, well above the 


average for the OECD, implying deterioration in Finland’s 
external competitiveness. 


Labor: Perversely, both the unemployment rate and labor demand 
in Finland contracted for the second consecutive year in 1987 
owing to industrial restructuring and declining farm 
employment. Unemployment dropped slightly to 5.1 percent and 
manufacturing labor fell some 20,000 during the year, 
attributable to lower export to the Soviet Union by 
labor-intensive industries such as textiles and footwear, and 
to investment to improve productivity. In agriculture, 
official policy has been to cut back on domestic production to 
reduce surpluses. Together with the generalized crop failure, 
many were spurred to leave farming altogether. There should be 
an upswing in labor demand in 1988, reducing the average number 
of unemployed by 3,000 to 127,000 as the number of jobs in the 
public sector increases due to the implementation of a new 
employment law aimed at offering jobs to youth in depressed 
areas. In the private sector, labor demand may not rise, as 
total employment continues to decrease in textile, clothing, 
footwear and foodstuffs industries. However, shortage of 
skilled labor persists in many sectors of the economy, 
especially in the metropolitan Helsinki area. 


Finnish Exports: Strong export performance in West European 
markets (up 8 percent) offset last year’s sharp drop in exports 
(down 19 percent) to the Soviet Union to yield an overall 
increase in the volume of exports of 1.5 percent. Deliveries 
to the West were boosted by brisk demand for forest products, 
aided by improvement in industry’s competitiveness and currency 
revaluation in the European Community (EC) area. 





In the medium term, Finland expects weakening of demand in its 
primary export markets, the EC and the member countries of the 
European Free Trade Area (EFTA). The cyclical outlook for 
Finland’s principal export markets looks good through the first 
half of 1988, however, with the exception of the Soviet market, 
where export performance follows world oil price developments. 
Officially, the government projects that Finnish exports to the 
West this year will rise 4 percent in volume while dipping 

1 percent to the East, for an average total growth of 3 percent 
in volume and 5.5 percent in value. 


Forest industry’s market outlook in 1988 is good, with further 
development depending on U.S. dollar value and EC demand. The 
Finnish Forest Industries Association projects that total paper 
and paperboard exports this year will rise some 7 percent in 
volume and 10 percent in value with corresponding gains in pulp 
deliveries of 3 and 9 percent, respectively. Lumber shipments 
may remain roughly at the previous year’s level in quantity, 
while posting a 3 percent gain in value terms. 


Metal manufacturing and engineering industries export volume 
contracted by about 3 percent last year due to decreased 
exports to the Soviet Union and timing of ship deliveries. 
Western exports, on the other hand, rose strongly as new 
markets were established. Although the anticipated rate of 
investment in Europe foreshadows an eventual slowdown in demand 
for Finnish products, the current year’s orderbooks will 
sustain high export levels through the first half of 1988. 
Total metal manufacturing and engineering industries exports 
should rise 7 percent in volume, while the gain in shipments by 
basic metal industries will be about 2 percent. All other 
industrial sectors predict declines in exports, excepting the 
chemical industry whose shipments are boosted by deliveries to 
the USSR. In particular, textile, clothing, foodstuffs, 
footwear, and leather goods industries have found it difficult 
to find new markets in the West to replace lost Soviet orders. 


Import Demand: The volume of Finnish imports rose 8.5 percent 
in 1987, the third consecutive year of strong growth, with 
import prices declining due to the appreciation of the 
Finnmark. The structure of Finnish imports has been subject to 
significant change in 1986 and 1987 due to sharp drops in the 
import value of crude oil, fuels and lubricants, reflecting 
lower crude oil prices and the weakening dollar. The share of 
crude oil in Finnish imports fell from 20 percent in 1983 to 
just 8 percent last year, with the Soviet Union’s share of the 
total Finnish imports correspondingly falling from its 1983 
high of 26 percent to 14 percent in 1987. 
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The Ministry of Finance hopes that 1988 import growth will drop 
to just 4 percent in real terms. With growth in import prices 
expected to remain modest, the total import increase in value 
should be about 5 percent, led by imports of capital goods in 
response to higher investment activity this year. While 
imports of farm machinery and equipment will continue to 
contract, purchases of office machinery and ADP equipment will 
remain buoyant. Import of consumer goods rose sharply in 1987, 
from 11 to 15 percent, complemented by unusually large 
purchases of fruit and vegetable due to domestic crop 

failures. The growth in consumer goods imports should 
decelerate as domestic spending slackens later this year. 


Balance of Payments: In spite of improving terms of trade, 
Finland’s trade surplus contracted once again, from 

FIM 4.98 billion ($981 million) in 1986 to FIM 2.52 billion 
($572 million) last year, reflecting a drop in Fenno-Soviet 
trade, not wholly offset by increases in Finland’s export 
surplus with the West. Deficits were recorded in the services 
account, FIM 500 million ($114 million), and in the travel 
account, FIM 3 billion ($681 million). The surplus in the 
transportation account fell further to FIM 2.8 billion 

($636 million), reflecting continued diminution of Finland’s 
merchant marine fleet. Net interest payments abroad, the major 
current account expenditure item, rose by FIM 1 billion 

($227 million) to FIM 8 billion ($1.8 billion). Also the 
deficit in the unrequited transfers account, mainly Finland’s 
aid to developing countries, has increased. On balance, 
Finland’s current account deficit unexpectedly deepened last 
year to FIM 9.2 billion ($2.1 billion) from FIM 4.5 billion 
($886 billion) in 1986, equaling 2.4 percent of GDP. Finland’s 
net foreign debt at the end of 1987 totaled FIM 55.1 billion 
($12.5 billion), equaling 14.2 percent of GDP, well below the 
21 percent ratio reached in 1977 figure of 20.7 percent. The 
public sector share of the total is 47 percent. 


Counting on another increase in the country’s terms of trade, 
the Ministry of Finance anticipates a small increase in 
Finland’s trade surplus in 1988. However, with the deficit in 
the services account deepening and increases in both net 
interest payments and income transfers abroad, the current 
account deficit will reach FIM 10.3 billion ($2.3 billion) for 
1988, about 2.5 percent of GDP. While the relative magnitude 
of the payments gap is reasonably small and easily financed, 
the government is concerned that the current account deficit 
not become structural and self-perpetuating. Should the gap 
grow to the FIM 13-14 billion ($3.2-3.4 billion) range in 1989, 
it will pose a significant constraint on government policy. 
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IMPLICATIONS FOR THE UNITED STATES 


High technology products, broadly defined, continue to be the 
main export item from the United States to Finland. This 
reflects ongoing structural adjustment in Finland’s main 
industrial sectors. Due to labor constraints and the need to 
maintain external competitiveness, Finnish businesses are 
turning to greater automation and acquisition of leading edge 
technologies for domestic production. Although the country is 
rapidly developing its own capacity for technological 
innovation, U.S.-origin components, design systems, and testing 
equipment will continue to be sought in Finland provided they 
represent advanced technology. 


Although most U.S. exports involve microprocessors, Finland 
continues to take a. broad range of U.S. products. Major items 
imported from the United States include raw tobacco, soybeans, 
and canned fruit. Specialty chemicals, primarily for use in 
the paper industry, also have found a good market in Finland. 
Finnair, the national airline, will begin to take delivery of 
MD-87 aircraft for its fleet this year and has ordered two 
MD-11 aircraft, with an option for an additional two, for 
delivery in 1990. These products, with ancillary equipment, 
will contribute significantly to the overall level of U.S. 
exports to Finland in the coming year. 


The weakening of the U.S. dollar has not led to an increase in 
sales of American products in Finland, due mainly to the price 
insensitivity of demand for high-technology products, brand 
loyalty for a broad range of consumer goods, and the shifting 
to off-shore locations of U.S. manufacturing which occurred 
during the period of the strong dollar. Many U.S. brand 
products sold in Finland are therefore of third-country origin, 
something which will not change in the near term. 


The cheaper dollar has offered American exporters opportunities 
in areas where brand-loyalty is not so strong or purchase 
decisions are more price sensitive. The prime example in this 
area is U.S.-made power boats. In 1986 only 95 American 
pleasure boats were imported, with a value of $1.25 million. 

In 1987, exports of this product category rose to 350 units 
worth $10 million, representing a substantial increase in unit 
values as well. American-made automobiles also staged a 
comeback, with sales increasing significantly in 1987, and 
importers expect to double their volume in 1988. 
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Complementing Finnish industrial restructuring will be the 
emergence of new sectors with demand for materials, components, 
and technology from abroad. Fields where Finnish industry is 
innovative but remains dependent on foreign sources of high 
technology equipment and know-how include industrial automation 
(computer integrated manufacturing--CIM); electronic 
communication, including optical fiber technologies; 
microelectronics (with manufacturing, medical meteorological, 
and other applications) and sensor technology; and new 
materials technology (ceramics, carbon fibers, composite 
materials, electrically active polymers) and biotechnology. 


As these fields evolve from their basic research level and turn 
into full-fledged industrial sectors, American suppliers should 
enjoy a growing number of export opportunities. In the shorter 
term, the following product categories offer the best sales 
prospects: electronics industry production and test 

equipment, industrial controls (including pollution control 
equipment), business equipment, medical apparatus, and avionics 
and ground support equipment. 


In the travel sector, boosted by the cheap dollar and large 
increases in disposable income, Finns have been traveling to 
the United States in increasing numbers. In response, Pan 
American Airways recently inaugurated direct, daily flights 
from Helsinki to New York and on to Miami. Should the Finnmark 


and the Finnish economy remain strong, we anticipate an 
increasing share of Finnish tourist spending to be directed to 


American vacation centers, notably Florida, the Virgin Islands, 
and New York. 








